
DATE: January 7, 2005

TO: Interested Parties

FROM: Kathleen A. McKnight
Senior Counsel, Division of Licensing

SUBJECT: PUBLIC NOTICE OF FILING MADE AND NOTICE OF PUBLIC MEETING
AND COMMENT PERIOD REGARDING:

SHARP HEALTH PLAN RESTRUCTURING A PORTION OF ITS
NONPROFIT BUSINESS BY SALE OF SOME ASSETS TO MOLINA
HEALTHCARE OF CALIFORNIA, A FOR-PROFIT HEALTH PLAN

Pursuant to the Knox-Keene Health Care Service Plan Act of 1975, the Department of Managed
Health Care (“Department”) regulates health care service plans in California.

Sharp Health Plan (“SHP”), a nonprofit public benefit corporation, is a health care service plan
licensed by this Department. Molina Healthcare of California (“Molina”) is a for-profit health
plan licensed by this Department.

The Department has scheduled a public meeting regarding SHP’s Notice of Material
Modification of the proposed sale of a portion of SHP’s nonprofit assets to Molina. These assets
include SHP’s contracts for Medi-Cal, Healthy Families Program, and Access for Infants and
Mothers, as well as relevant health care provider contracts. More information regarding the
proposed transaction is given below in the section captioned “Background.”

The public meeting is scheduled to take place at 10:00 A.M. on January 18, 2005 at the
following address:

Four Points Hotel by Sheraton San Diego
8110 Aero Drive

San Diego, California 92123

The agenda items are detailed in the attached Agenda. The Department encourages the public
and interested stakeholders to file written comments focusing on the described agenda items
(SHP’s request for an exemption from the restructuring requirements including the charitable
trust set aside requirements). Written comments can be mailed to Blanca Raez at the Department
of Managed Health Care at 320 West 4th Street, Suite 880, Los Angeles, California, 90013 or
emailed to PublicComments@dmhc.ca.gov no later than January 21, 2005. Please indicate that
the comments pertain to “Sharp Restructuring Request.” Persons submitting written comments
prior to the January 18, 2005 Public Meeting date will be given priority to speak at the Public
Meeting. Copies of the filings can be obtained prior to the Public Meeting by submitting a
written request to the Department at the following address:



Department of Managed Health Care
Office of Legal Services
980 9th Street, Suite 500
Sacramento, Ca. 95814

Or submit the written request via facsimile to (916) 322-3968 or go to the Department’s website
and click on: http://www.dmhc.ca.gov/info/request/geninfo.asp

Background

On December 10, 2004, SHP filed with the Department an Application for a Notice of Material
Modification (“Notice”) [DMHC Filing No. 20042169]. This Notice describes a transaction
whereby SHP proposes the sale of a substantial amount of it is nonprofit health care service plan
assets to Molina. The assets consist of the SHP’s contracts in San Diego County for Medi-Cal,
Healthy Families Program, and Access for Infants and Mothers, as well as those provider
contracts utilized in delivering health care services under these government contracts. (Under
the Knox-Keene Health Care Service Plan Act of 1975, as amended [Health & Safety Code
Section 1340, et. seq.] (“Knox-Keene Act”), such a transaction is called a “restructuring.”
Section 1399.71(d)(1).) SHP will continue to offer its commercial products.

A health care service plan that intends to “restructure” its activities is required to seek prior
approval from the Director.

The Notice seeks a determination from the Department that SHP’s proposed restructuring (as a
result of the sale) is exempt from the set aside and other requirements of Section 1399.72 of the
Knox-Keene Act pursuant to SHP’s meeting the requirements for an exemption set forth in
Section 1399.71(e)(2).

Unless a health plan satisfies the statutory requirements for an exemption from the set aside and
other requirements, the Director is required to apply the charitable set aside mandates of Section
1399.72 to the fair value of the nonprofit health care service plan involved in the restructuring.
SHP is seeking an exemption, specifically under Section 1399.71(e)(2).

Prior to issuing a decision to approve an application for a material modification involving a
transaction that is exempt pursuant to the exemption provisions in Section 1399.71(e), the
director is required to issue a public notice of the filing and may seek public review and
comment on the director’s determination that the transaction is exempt under Section 1399.71(e).

The Department has determined that it is the public interest not only to provide notice of the
filing, but also to solicit comments through a public meeting and written comment period.


